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ART-UNIT: 275 

PRIMARY -EXAMINER : Swann; Tod R. 
ASSISTANT -EXAMINER : Caudle; Penny 

ATTY-AGENT-FIRM: Sterne, Kessler, Goldstein & Fox, P.L.L.C. 
ABSTRACT : 

Methods and apparatus which deal with the management of risk relating to specified, 
yet unknown, future events are disclosed. 

"Sponsor" stakeholders specify a particular product relating to an event or 
phenomenon for which there is a range of possible future outcomes. 

"Ordering" stakeholders then offer contracts relating to the predetermined 
phenomenon and corresponding range of outcomes. The offered contracts specify an 
entitlement or (pay-off) at the future time of maturity for each outcome, and a 
consideration (or premium) payable, in exchange, to a "counter-party" stakeholder. 

Independently of the offered contracts, the x counter-party " stakeholders input data 
as to their view of the likelihood of occurrence of each outcome in the 
predetermined range into the future, or specifically at the predetermined date of 
maturity. 

Each offered contract is priced by the processing units by calculating counterparty 
premiums from the registered data, and a match attempted by a comparison of the 
offered premium with the calculated premiums. 

Matched contracts can be further traded until maturity, and at-maturity processing 
handles the exchange of entitlement as between the matched parties to the contract. 
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Application Filing Date ( 1) : 
19970606 

Brief Summary Text (5) : 

Individuals and enterprises should generally prefer not to face exposure to the 
possibility of adverse consequences, regardless of their perception of the 
likelihood of such events occurring. It is in their interest to consider foregoing 
'resources' they currently possess if doing so would reduce the possibility of 
being so greatly exposed to future outcomes. 

Brief Summary Text (6) : 

Risk can take many forms in view of the large range and type of future events which 
might result in adverse consequences. Risk can be categorised, in one instance, as 
'economic' in nature. Phenomena that constitute economic risk include: commodity 
prices, currency exchange rates, interest rates, property prices, share prices, 
inflation rates, company performance, and market event based indices. 

Brief Summary Text (12).: 

In the prior art, individuals and enterprises faced with 'technical' risk have 
hedged against future outcomes by mechanisms such as the adoption of quality 
assurance practices, warranties, increased research and development activity (and 
associated intellectual property rights such as patents, utility models and 
registered designs) , the purchase of modernised plant and equipment, and improved 
inventory, occupational health and safety and employer/ employee relations 
practices . 

Brief Summary Text (13): 

Consider a manufacturer of, say, integrated circuits (ICs) , which has many clients 
wishing to purchase its ICs. The demand may result in a delay in delivery due to 
limited manufacturing capacity, thereby requiring advance production scheduling for 
orders already in-hand. Typically, the manufacturer will give a warranty to a 
purchaser as to measurable performance criteria for its ICs; if a batch does not 
perform to the specified criteria, the manufacturer is required by contract to 
replace that batch. That is, a purchaser may have no interest in obtaining monetary 
compensation for the poor quality ICs, as the purchaser needs the components for 
their own products. In that case, the 'consideration' the warranty makes is the 
priority scheduling of a substitute batch of that type of IC, possibly displacing 
other scheduled production runs, or deferring delivery to another purchaser. 

Brief Summary Text (20) : 

Specific examples in the prior art of patents relating to methods and apparatus 
which deal with various forms of risk management include British Patent No. 2 180 
380, in the name of Merrill Lynch Pierce Fenner and Smith Incorporated, directed to 
an Automated Securities Trading Apparatus (corresponding to U.S. Pat. No. 
4,674,004, and further related to U.S. Pat. Nos. 4,346,442 and 4,376,978). Other 
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examples include U.S. Pat. No. 4,739,478 assigned to Lazard Freres and Co., 
directed to Methods and Apparatus for Restructuring Debt Obligations, U.S. Pat. No. 
4,751,640 assigned to Citibank, N. A., directed to An Automated Investment System, 
and U.S. Pat. Nos . 4,752,877, 4,722,055, and 4,839,804 assigned to College Savings 
Bank directed to Methods and Apparatus for Funding Future Liability of Uncertain 
Cost. 

Detailed Description Text (13) : 

processing units 93,97,104 and the various external hardware devices used by the 
stakeholders to communicate data or instructions to or from the processing units. 
The communications controllers are such as the Encore ANNEX II, the IBM AS/400 
server or the CISCO Systems AGS +. 

Detailed Description Text (14) : 

A large range of communications hardware products are supported, and collectively 
are referred to as the stakeholder input/output devices 70. One amongst many of the 
communication devices 70 are personal computers 51 and associated printers 52, 
which have communications connection with the communications controller 80 by means 
of a modem 50. There can also be an external host device 53, such as a mini or 
mainframe computer, again linked with the communications controller 80 by means of 
a modem 54. In other forms, communications can be established simply by means of a 
tone dialing telephone 56, which provides for the input of instructions or data by 
use of the tone dialing facility itself. In the alternative, a voice connection via 
an operator 75 can be effected by a conventional telephone 58. Both these external 
devices are shown connected with the communications controller 84. A further 
possibility is to have data transfer by means of a facsimile machine 65, in this 
case shown linked to the communications controller 87. 

Detailed Description Text (26) : 

Referring now to FIG. 4, within M-INVENTCO reside different collections of system 
sponsored phenomena or 'markets', one collection of which is termed CONTRACT APPS . 
Each CONTRACT APP within the CONTRACT APPS 'markets' collection is essentially 
related to a specific type of risk management phenomenon. The purpose of individual 
CONTRACT APPS is two-fold. First, to effect the trading/ exchange /trjinsfer of risk 
management contracts (and derivatives of these transactions) between participating 
product ordering parties and counter-parties on terms acceptable to the parties 
involved, as well as to others within INVENTCO registered as having a legitimate 
interest in the nature, size and composition of these trades / exchanges /transfers. 
And second, to appropriately manage all matched/confirmed contracts through to 
their time of maturity. 

Detailed Description Text (143) : 

1. The discount ( interest ) rate applicable to the contract (this will itself be 
credit risk-free Australian dollar instruments with the same maturity date, plus a 
margin reflecting the counterparty's assessment of the likelihood of default by the 
ordering party in making their required future entitlement payment in Australian 
dollars) ; 

Detailed Description Text (224) : 

The process of securing the positive agreement of all affected stakeholders to a 
purchase order, including acknowledgement by the relevant Consideration/entitlement 
transfer entity of the Ordering party's ability to pay the required product 
consideration and fees, either automatically or through manual approvals. 

Detailed Description Text (317) : 

CONTRACT APPS is a term used to refer to certain types of units of applications 
software which can, but do not need to, reside within an INVENTCO system's (M- 
INVENTCO) depository of "markets" software. The purpose of individual CONTRACT APPS 
is two-fold: First, to effect the trading/exchange / transfer of risk aversion 
transactions (and derivatives of these transactions) between participating ordering 
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parties and counterparties on terms acceptable to the parties involved as well as 
to others within INVENTCO registered as having a legitimate interest in the nature, 
size and composition of these trades/exchanges /transfers . And second, to 
appropriately manage all matched/confirmed contracts through to their time of 
maturity, including their ultimate settlement. 

Detailed Description Text (322) : 

Miscellaneous parties include: independent entities contracted by application 
promoters or product sponsors to formally determine the "value" of products on 
their date-of-maturity; multilateral obligations and payment netting 
trustee/clearing entity organisations; independent (non-regulator) taxation and 
other governmental authorities; electronic "gateway" providers (external to 
INVENTCO) ; and host system organizations (in the case of CONTRACT APPS within 
INVENTCO systems linked to a common host system) . CONTRACT APPS accommodate any 
number of their own stakeholders of each of the above-defined generic types. 

Detailed Description Text (340) : 

The above-described indicator of certain defined attributes of an as-yet-unknown 
product order (termed, defined circumstances) may reflect any combination of the 
multiple characteristics of an order (irrespective of the ordering party 
concerned), including: the multiple attributes of the contingent claims function 
sought; the ordering party 1 s interest or otherwise in being granted credit by a 
counterparty; the ordering party's interest or otherwise in participating in the 
possible netting and collateralisation features of the APP; and the maximum (and 
possibly minimum) consideration amount the ordering party is prepared to pay for 
their defined product. The above-described base commission rate specifies the 
minimum required percentage profit margin required by the counterparty above their 
breakeven consideration bid price for a product order. 

Detailed Description Text (364) : 

For their operation, CONTRACT APPS require primary product ordering party 
stakeholders to a CONTRACT APP, in registering an order for a product of their 
choice, to specify: the above-described "product type" and "other stakeholder 
involvement" information; multiple attributes of the specific order they are 
seeking; their interest or otherwise in being granted credit by potential 
counterparties for their contract consideration amount, or in availing themselves 
of the possible netting and collateralisation features of the APP concerned; the 
maximum (and possibly minimum) consideration "price" they are prepared to pay for 
their defined product; and various other dimensions of their needs, where these 
include: the name/title by which they wish to be identified by other APP 
stakeholders; the time at which they wish their order to be submitted; the period 
of time after an order has been submitted that they wish the order to be retained 
before it is automatically withdrawn; whether or not they are prepared: to accept 
partial matches of their order; the degree of market transparency they wish to be 
exposed to; whether or not they wish wish to have the option of trading a matched 
contract ion an authorised INVENTCO secondary market (See Process 5 description 
below) ; whether or not they wish to manually consider/authorise potential 
counterparty quotes on an order; in the case where potential counterparty quotes 
are required to be manually considered/authorised, the maximum time after potential 
counterparty quote details are provided to the ordering party that the ordering 
party wishes to consider the quote (s); and the consideration/entitlement transfer 
entity accounts from which/to which they wish to have relevant "payments" 
made/ received. 

Detailed Description Text (396) : 

"Beta (X)", the term "Gamma (X-l)"; the contract consideration and entitlement 
"denomination type", "currency (if applicable)" and "national currency (if 
applicable)"; the ordering party f s interest or otherwise in being granted credit by 
potential counterparties for the yet-to-be-determined contract consideration 
amount; the ordering party's interest or otherwise in availing themselves of the 
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possible netting and collateralisation features of the APP concerned; the 
consideration "price" range within which the ordering party is prepared to "pay" 
for their defined product; miscellaneous other dimensions of the ordering party ! s 
needs, and the consideration/entitlement transfer entity accounts from which/to 
which they wish to have relevant "payments" made/ received) . Upon its receipt, all 
of this information is written to — and subsequently processed from--the file PORD 
NEW. 

Detailed Description Text (403) : 

The matched order confirmation sub-process effectively secures, automatically, the 
positive agreement of all affected stakeholders to the contract, including 
confirmation of the product ordering party's ability to immediately pay (or be 
granted counterparty credit, or ordering party guarantor credit, for) the required 
contract consideration (and possible other applicable fees) . Automatic approvals of 
contracts are made by the CONTRACT APP electronically transferring resources 
recorded in the ordering party's applicable consideration/entitlement transfer 
entity account to the account of the applicable counterparty (See Appendix H for a 
description of the consideration/entitlement "payment" process) . In turn, automatic 
updates of the counterparty's matching constraints maintained in the file PSEL 
LIMIT are made. 

Detailed Description Text (408) : 

"Secondary" product orders incorporate the following key items of information: 
potential acquiring party identification information; the pre-established Order ID 
reference to the sought-after primary contract; the potential acquiring party's 
interest or otherwise in being granted credit by offering parties for the yet-to- 
be-determined contract acquisition amount; the acquiring party's interest or 
otherwise in availing themselves of the possible netting and other features of the 
APP concerned; the acquisition "price" range within which the potential acquiring 
party is prepared to "pay" for the contract they have specified; other dimensions 
of the potential acquiring' party 1 s needs; and the consideration/entitlement 
transfer entity accounts from which/to which they wish to have relevant "payments" 
made/ received. The above-described information is, upon receipt, written to — and 
subsequently processed from — the file SORD NEW. 

Detailed Description Text (412) : 

The secondary product matched order confirmation sub-process effectively secures, 
automatically, the positive agreement of all affected stakeholders to the contract 
position "sale", including confirmation of the contract acquiring party's ability 
to immediately pay (or be granted current stakeholder credit, or acquiring party 
guarantor credit, for) the required "sale price" consideration (and possible other 
applicable fees) . Automatic approvals of such "sales" are made by the CONTRACT APP 
electronically transferring resources recorded in the acquiring party's applicable 
consideration/entitlement transfer entity account to the account of the applicable 
current contract stakeholder. 

Detailed Description Text (417) : 

"Derivative-primary" product option orders incorporate the following key items of 
information: ordering party identification information; CONTRACT APP application 
and product identification information; "other stakeholder involvement" 
information; the ordering party's desired form of product specification (directly 
input as entitlement coordinates or as mathematical f unction ( s )) ; when the order 
specification is by way of a single-dimensional mathematical function, the 
parameters of such a function (which can include: the term "X", the term "Alpha 
(X)", the term "Beta (X)", the term "Gamma (X-l)"; the contract consideration and 
entitlement "denomination type", "currency (if applicable)" and "national currency 
(if applicable)"; the ordering party's interest or otherwise in being granted 
credit by potential counterparties for the yet-to-be-determined contract option 
consideration amount; the ordering party's interest or otherwise in availing 
themselves of the possible netting and collateralisation features of the APP 
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concerned; the consideration "price" range within which the ordering party is 
prepared to "pay" for their defined product option; miscellaneous other dimensions 
of the ordering party's needs, and the consideration/entitlement transfer entity 
accounts from which/to which they wish to have relevant "payments" made/received) . 
Upon its receipt, all of this information is written to--and subsequently processed 
from-- the file DPORD NEW. 

Detailed Description Text (424) : 

The matched option order confirmation sub-process effectively secures, 
automatically, the positive agreement of all affected stakeholders to the options 
contract, including confirmation of the product-option-ordering party's ability to 
immediately pay (or be granted counterparty credit, or ordering party guarantor 
credit, for) the required option product consideration (and possible other 
applicable fees) . Automatic approvals of contracts are made by the CONTRACT APP 
electronically transferring resources recorded in the ordering party's applicable 
consideration/entitlement transfer entity account to the account of the applicable 
counterparty. In turn, automatic updates of the option-counterparty's matching 
constraints maintained in the file DPSEL LIMIT are made. 

Detailed Description Text (431): 

information; the pre-established Order ID reference to the sought-after primary 
contract (in relation to which an option is to be purchased or sold) ; the potential 
acquiring party's interest or otherwise in being granted credit by offering parties 
for the yet-to-be-determined option contract acquisition amount; the acquiring 
party's interest or otherwise in availing itself of the possible netting and other 
features of the APP concerned; the acquisition "price" range within which the 
potential acquiring party is prepared to "pay" for the contract option they have 
specified; other dimensions of the potential acquiring party's needs; and the 
consideration/entitlement transfer entity accounts from which/to which they wish to 
have relevant "payments" made/received. The above-described information is, upon 
receipt, written to — and subsequently processed from — the file DSORD NEW. 

Detailed Description Text (468): 

"Derivative-primary" risk management contracts are options contracts, or futures 
contracts, or forward contracts, or forward rate agreements, or swaps, or like 
financial instruments based on specified, but yet-to-be-established, primary risk 
management contracts. 

Detailed Description Text (469): 

"Derivative-secondary" risk management contracts are options contracts, or futures 
contracts, or forward contracts, or forward rate agreements, or swaps, or like 
financial instruments based on pre-existing primary risk management contracts 
(which may have been traded since they were first established) , including 
instruments based on: specified, but yet-to-be established, secondary risk 
management contracts; and the intended tertiary trading/exchange/transfer of 
specified, established, secondary risk management contracts. ##SPC1## 
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PAT-NO ISSUE-DATE PATENTEE-NAME US-CL 

□ 3573747 April 1971 Adams et al. 

□ 4346442 August 1982 Musmanno 
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4376978 


March 1983 


Musmanno 


□ 


4674044 


June 1987 


Kalmus 


□ 


4722055 


January 1988 


Roberts 


□ 


4739478 


April 1988 


Roberts 


□ 


4751640 


June 1988 


Lucas 


n 


4766539 


August 1988 


Fox 


□ 


4823264 


April 1989 


Deming 


□ 


4831526 


May 1989 


Luchs 


□ 


4839804 


June 1989 


Finnerty 


□ 


4903201 


February 1990 


Wagner 


n 


4933842 


June 1990 


Durbin 


□ 


4953085 


August 1990 


Atkins 


□ 


4975840 


December 1990 


DeTore 


□ 


4980826 


December 1990 


Wagner 


□ 


5077665 


December 1991 


Silverman 


□ 


5101353 


March 1992 


Lupien 


□ 


5126936 


June 1992 


Champion et al . 


□ 


5136501 


August 1992 


Silverman et al 



364/408 



705/4 



364/408 
.705/37 



FOREIGN PATENT DOCUMENTS 



FOREIGN- PAT-NO 


PUBN-DATE 


COUNTRY 


90123894 


December 1990 


EP 


0 407 026 A2 


January 1991 


EP 


0434224 A2 


June 1991 


EP 


0 512 702 A2 


November 1992 


EP 


1 489 573 


October 1977 


GB 


2180380 


November 1989 


GB 


WO 90/11571 


October 1990 


WO 


91/14231 


September 1991 


wo ■ 


WO 93/15467 


August 1993 


wo 


WO 94/20912 


September 1994 


wo 
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ART-UNIT: 271 

PR I MARY -EXAMINER : Hayes; Gail O. 
ASSISTANT-EXAMINER: Bainbridge; Barton L. 

ATT Y- AGENT- FIRM: Sterne, Kessler, Goldstein & Fox P.L.L.C. 
ABSTRACT : 

Methods and apparatus which deal with the management of risk relating to specified, 
yet unknown, future events are disclosed. 

"Sponsor" stakeholders specify a particular product relating to an event or 
phenomenon for which there is a range of possible future outcomes. 

'Ordering" stakeholders then offer contracts relating to the predetermined 
phenomenon and corresponding range of outcomes. The offered contracts specify an 
entitlement or (pay-off) at the future time of maturity for each outcome, and a 
consideration (or premium) payable, in exchange, to a 'counter-party" stakeholder. 

Independently of the offered contracts, the "counter-party" stakeholders input data 
as to their view of the likelihood of occurrence of each outcome in the 
predetermined range into the future, or specifically at the predetermined date of 
maturity. 

Each offered contract is priced by calculating counter-party premiums from the 
registered data, and a match attempted by a comparison of the offered premium with 
the calculated premiums . 

Matched contracts can be further traded until maturity, and at-maturity processing 
handles the exchange of entitlement as between the matched parties to the contract. 

39 Claims, 70 Drawing figures 
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DOCUMENT- IDENTIFIER : US 5970479 A 

See image for Certificate of Correction ** 

TITLE: Methods and apparatus relating to the formulation and trading of risk 
management contracts 

Application Filing Date (1) : 
19930528 

Brief Summary Text (4) : 

Individuals and enterprises are continually exposed to risk because of future 
events beyond their control. The outcome of those events can either positively or 
negatively impact on their wellbeing. Individuals and enterprises should generally 
prefer not to face exposure to the possibility of adverse consequences, regardless 
of their perception of the likelihood of such events occurring. It is in their 
interest to consider foregoing 'resources' they currently possess if doing so would 
reduce the possibility of being so greatly exposed to future outcomes. 

Brief Summary Text (5) : 

Risk can take many forms in view of the large range and type of future events which 
might result in adverse consequences. Risk can be categorised, in one instance, as 
'economic' in nature. Phenomena that constitute economic risk include: commodity 
prices, currency exchange rates, interest rates, property prices, share prices, 
inflation rates, company performance, and market event based indices. 

Brief Summary Text (11) : 

In the prior art, individuals and enterprises faced with 'technical' risk have 
hedged against future outcomes by mechanisms such as the adoption of quality 
assurance practices, warranties, increased research and development activity (and 
associated intellectual property rights such as patents, utility models and 
registered designs) , the purchase of modernised plant and equipment, and improved 
inventory, occupational health and safety and employer/employee relations 
practices . 

Brief Summary Text (12) : 

Consider a manufacturer of, say, integrated circuits (ICs) , which has many clients 
wishing to purchase its ICs. The demand may result in a delay in delivery due to 
limited manufacturing capacity, thereby requiring advance production scheduling for 
orders already in-hand. Typically, the manufacturer will give a warranty to a 
purchaser as to measurable performance criteria for its ICs; if a batch does not 
perform to the specified criteria, the manufacturer is required by contract to 
replace that batch. That is, a purchaser may have no interest in obtaining monetary 
compensation for the poor quality ICs, as the purchaser needs the components for 
their own products. In that case, the 'consideration' the warranty makes is the 
priority scheduling of a substitute batch of that type of IC, possibly displacing 
other scheduled production runs, or deferring delivery to another purchaser. 

Brief Summary Text (18): 

Specific examples in the prior art of patents relating to methods and apparatus 
which deal with various forms of risk management include British Patent No. 2 180 
380, in the name of Merrill Lynch Pierce Fenner and Smith Incorporated, directed to 
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an Automated Securities Trading Apparatus (corresponding to U.S. Pat. No. 
4,674,004, and further related to U.S. Pat. Nos. 4,346,442 and 4,376,978). Other 
examples include U.S. Pat. No. 4,739,478 assigned to Lazard Freres and Co., 
directed to Methods and Apparatus for Restructuring Debt Obligations, U.S. Pat. No. 
4,751,640 assigned to Citibank, N.A., directed to An Automated Investment System, 
and U.S. Pat. Nos. 4,752,877, 4,722,055, and 4,839,804 assigned to College Savings 
Bank directed to Methods and Apparatus for Funding Future Liability of Uncertain 
Cost. 

Detailed Description Text (12) : 

A number of communications controllers 80,84,87, forming the communications co- 
ordination and security processing unit 25, are coupled with the processing unit 
20. These controllers effect communications between the processing units 93,97,104 
and the various external hardware devices used by the stakeholders to communicate 
data or instructions to or from the processing units. The communications 
controllers are such as the Encore ANNEX II, the IBM AS/400 server or the CISCO 
Systems AGS +. 

Detailed Description Text (13) : 

A large range of communications hardware products are supported, and collectively 
are referred to as the stakeholder input/output devices 70. One amongst many of the 
communication devices 70 are personal computers 51 and associated printers 52, 
which have communications connection with the communications controller 80 by means 
of a modem 50. There can also be an external host device 53, such as a mini or 
mainframe computer, again linked with the communications controller 80 by means of 
a modem 54. In other forms, communications can be established simply by means of a 
tone dialing telephone 56, which provides for the input of instructions or data by 
use of the tone dialing facility itself. In the alternative, a voice connection via 
an operator 75 can be effected by a conventional telephone 58. Both these external 
devices are shown connected with the communications controller 84. A further 
possibility is to have data transfer by means of a facsimile machine 65, in this 
case shown linked to the communications controller 87. 

Detailed Description Text (24) : 

Referring now to FIG. 4, within M-INVENTCO reside different collections of system 
sponsored phenomena or 'markets', one collection of which is termed CONTRACT APPS . 
Each CONTRACT APP within the CONTRACT APPS 'markets' collection is essentially 
related to a specific type of risk management phenomenon. The purpose of individual 
CONTRACT APPS is two-fold. First, to effect the trading/ exchange /transfer of risk 
management contracts (and derivatives of these transactions) between participating 
product ordering parties and counter-parties on terms acceptable to the parties 
involved, as well as to others within INVENTCO registered as having a legitimate 
interest in the nature, size and composition of these trades/exchanqes /transf ers . 
And second, to appropriately manage all matched/confirmed contracts through to 
their time of maturity. 

Detailed Description Text (182) : 

The process of securing the positive agreement of all affected stakeholders to a 
purchase order, including acknowledgement by the relevant Consideration/entitlement 
transfer entity of the Ordering party's ability to pay the required product 
consideration and fees, either automatically or through manual approvals. 

Detailed Description Text (286) : 

CONTRACT APPS is a term used to refer to certain types of units of applications 
software which can, but do not need to, reside within an INVENTCO system 1 s (M- 
INVENTCO) depository of "markets" software. The purpose of individual CONTRACT APPS 
is two-fold: First, to effect the trading/ exchange / transfer of risk aversion 
transactions (and derivatives of these transactions) between participating ordering 
parties and counterparties on terms acceptable to the parties involved as well as 
to others within INVENTCO registered as having a legitimate interest in the nature, 
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« size and composition of these trades/exchanges /transfers . And second, to 

appropriately manage all matched/confirmed contracts through to their time of 
maturity, including their ultimate settlement. 

Detailed Description Text (291) : 

Miscellaneous parties include: independent entities contracted by application 
promoters or product sponsors to formally determine the "value" of products on 
their date-of-maturity; multilateral obligations and payment netting 
trustee/clearing entity organisations; independent (non-regulator) taxation and 
other governmental authorities; electronic "gateway" providers (external to 
INVENTCO) ; and host system organizations (in the case of CONTRACT APPS within 
INVENTCO systems linked to a common host system) . CONTRACT APPS accommodate any 
number of their own stakeholders of each of the above-defined generic types. 

Detailed Description Text (309) : 

The above-described indicator of certain defined attributes of an as-yet-unknown 
product order (termed, defined circumstances) may reflect any combination of the 
multiple characteristics of an order (irrespective of the ordering party 
concerned), including: the multiple attributes of the contingent claims function 
sought; the ordering party's interest or otherwise in being granted credit by a 
counterparty; the ordering party's interest or otherwise in participating in the 
possible netting and collateralisation features of the APP; and the maximum (and 
possibly minimum) consideration amount the ordering party is prepared to pay for 
their defined product. The above-described base commission rate specifies the 
minimum required percentage profit margin required by the counterparty above their 
breakeven consideration bid price for a product order. 

Detailed Description Text (333) : 

For their operation, CONTRACT APPS require primary product ordering party 
stakeholders to a CONTRACT APP, in registering an order for a product of their 
choice, to specify: the above-described "product type" and "other stakeholder 
involvement" information; multiple attributes of the specific order they are 
seeking; their interest or otherwise in being granted credit by potential 
counterparties for their contract consideration amount, or in availing themselves 
of the possible netting and collateralisation features of the APP concerned; the 
maximum (and possibly minimum) consideration "price" they are prepared to pay for 
their defined product; and various other dimensions of their needs, where these 
include: the name/title by which they wish to be identified by other APP 
stakeholders; the time at which they wish their order to be submitted; the period 
of time after an order has been submitted that they wish the order to be retained 
before it is automatically withdrawn; whether or not they are prepared to accept 
partial matches of their order; the degree of market transparency they wish to be 
exposed to; whether or not they wish wish to have the option of trading a matched 
contract on an authorised INVENTCO secondary market (See Process 5 description 
below) ; whether or not they wish to manually consider/authorise potential 
counterparty quotes on an order; in the case where potential counterparty quotes 
are required to be manually considered/authorised, the maximum time after potential 
counterparty quote details are provided to the ordering party that the ordering 
party wishes to consider the quote (s); and the consideration/entitlement transfer 
entity accounts from which/to which they wish to have relevant "payments" 
made/ received . 

Detailed Description Text (363) : 

Primary product orders incorporate the following key items of information: ordering 
party identification information; CONTRACT APP application and product 
identification information; "other stakeholder involvement" information; the 
ordering party's desired form of product specification (directly input as 
entitlement coordinates or as mathematical function ( s )) ; when the order 
specification is by way of a single-dimensional mathematical function, the 
parameters of such a function (which can include: the term "X", the term "Alpha 
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(X)", the term "Beta (X) ", the term "Gamma (X-l)"; the contract consideration and 
entitlement "denomination type", "currency (if applicable)" and "national currency 

(if applicable)"; the ordering party's interest or otherwise in being granted 
credit by potential counterparties for the yet-to-be-determined contract 
consideration amount; the ordering party's interest or otherwise in availing 
themselves of the possible netting and collateralisation features of the APP 
concerned; the consideration "price" range within which the ordering party is 
prepared to "pay" for their defined product; miscellaneous other dimensions of the 
ordering party 1 s needs, and the consideration/entitlement transfer entity accounts 
from which/to which they wish to have relevant "payments" made/received). Upon its 
receipt, all of this information is written to — and subsequently processed from — 
the file PORD NEW. 

Detailed Description Text (370) : 

The matched order confirmation sub-process effectively secures, automatically, the 
positive agreement of all affected stakeholders to the contract, including 
confirmation of the product ordering party's ability to immediately pay (or be 
granted counterparty credit, or ordering party guarantor credit, for) the required 
contract consideration (and possible other applicable fees) . Automatic approvals of 
contracts are made by the CONTRACT APP electronically transferring resources 
recorded in the ordering party's applicable consideration/entitlement transfer 
entity account to the account of the applicable counterparty (See Appendix H for a 
description of the consideration/entitlement "payment" process) . In turn, automatic 
updates of the counterparty's matching constraints maintained in the file PSEL 
LIMIT are made. 

Detailed Description Text (375) : 

"Secondary" product orders incorporate the following key items of information: 
potential acquiring party identification information; the pre-established Order ID 
reference to the sought-after primary contract; the potential acquiring party's 
interest or otherwise in being granted credit by offering parties for the yet-to- 
be-determined contract acquisition amount; the acquiring party's interest or 
otherwise in availing themselves of the possible netting and other features of the 
APP concerned; the acquisition "price" range within which the potential acquiring 
party is prepared to "pay" for the contract they have specified; other dimensions 
of the potential acquiring party's needs; and the consideration/entitlement 
transfer entity accounts from which/to which they wish to have "relevant payments" 
made/received. The above-described information is, upon receipt, written to — and 
subsequently processed from — the file SORD NEW. 

Detailed Description Text (379) : 

The secondary product matched order confirmation sub-process effectively secures, 
automatically, the positive agreement of all affected stakeholders to the contract 
position "sale", including confirmation of the contract acquiring party's ability 
to immediately pay (or be granted current stakeholder credit, or acquiring party 
guarantor credit, for) the required "sale price" consideration (and possible other 
applicable fees) . Automatic approvals of such "sales" are made by the CONTRACT APP 
electronically transferring resources recorded in the acquiring party's applicable 
consideration/entitlement transfer entity account to the account of the applicable 
current contract stakeholder. 

Detailed Description Text (384) : 

"Derivative-primary" product option orders incorporate the following key items of 
information: ordering party identification information; CONTRACT APP application 
and product identification information; "other stakeholder involvement" 
information; the ordering party's desired form of product specification (directly 
input as entitlement coordinates or as mathematical f unction (s) ) ; when the order 
specification is by way of a single-dimensional mathematical function, the 
parameters of such a function (which can include: the term "X", the term "Alpha 
(X)", the term "Beta (X)", the term "Gamma (X-l)"; the contract consideration and 
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entitlement "denomination type", "currency (if applicable) " and "national currency 
(if applicable)"; the ordering party f s interest or otherwise in being granted 
credit by potential counterparties for the yet-to-be-determined contract option 
consideration amount; the ordering party's interest or otherwise in availing 
themselves of the possible netting and collateralisation features of the APP 
concerned; the consideration "price" range within which the ordering party is 
prepared to "pay" for their defined product option; miscellaneous other dimensions 
of the ordering party's needs, and the consideration/entitlement transfer entity 
accounts from which/ to which they wish to have relevant "payments" made/ received) . 
Upon its receipt, all of this information is written to--and subsequently processed 
from — the file DPORD NEW. 

Detailed Description Text (391) : 

The matched option order confirmation sub-process effectively secures, 
automatically, the positive agreement of all affected stakeholders to the options 
contract, including confirmation of the product-option-ordering party's ability to 
immediately pay (or be granted counterparty credit, or ordering party guarantor 
credit, for) the required option product consideration (and possible other 
applicable fees) . Automatic approvals of contracts are made by the CONTRACT APP 
electronically transferring resources recorded in the ordering party's applicable 
consideration/entitlement transfer entity account to the account of the applicable 
counterparty. In turn, automatic updates of the option-counterparty's matching 
constraints maintained in the file DPSEL LIMIT are made. 

Detailed Description Text (397) : 

"Derivative-secondary" product option orders incorporate the following key items of 
information: potential acquiring party identification information; the pre- 
established Order ID reference to the sought-after primary contract (in relation to 
which an option is to be purchased or sold); the potential acquiring party's 
Interest or otherwise in being granted credit by offering parties for the yet-to- 
be-determined option contract acquisition amount; the acquiring party's interest or 
otherwise in availing itself of the possible netting and other features of the APP 
concerned; the acquisition "price" range within which the potential acquiring party 
is prepared to "pay" for the contract option they have specified; other dimensions 
of the potential acquiring party's needs; and the consideration/entitlement 
transfer entity accounts from which/to which they wish to have relevant "payments" 
made/ received. The above-described information is, upon receipt, written to — and 
subsequently processed from — the file DSORD NEW. 

Detailed Description Text (433) : 

"Derivative-primary" risk management contracts are options contracts, or futures 
contracts, or forward contracts, or forward rate agreements, or swaps, or like 
financial instruments based on specified, but yet-to-be-established, primary risk 
management contracts . 

Detailed Description Text (434) : 

"Derivative-secondary" risk management contracts are options contracts, or futures 
contracts, or forward contracts, or forward rate agreements, or swaps, or like 
financial instruments based on pre-existing primary risk management contracts 
(which may have been traded since they were first established) , including 
instruments based on: specified, but yet-to-be established, secondary risk 
management contracts; and the intended tertiary trading/exchange/transf er of 
specified, established, secondary risk management contracts. 
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